This paper investigates the relationship between the European Monetary Union (EMU) financial markets both in the long or in the short run term, with respect to the harmonization procedure of the International Accounting Standards (IAS).
Introduction
Τhe European Monetary Union (EMU) was established οn 1 st January 1999
for eleven European Union members. The common currency was the euro and since then, the exchange rates were fixed for the EU-12, including Greece, which formally joined the EMU, two years later, on 1 st January 2001. In the EMU environment, the European Central Bank monetary policy is uniform among all countries and this contributes to the convergence of the money and the bond markets. However, a research question that arises is the investigation of the level of cointegration for the EMU financial markets.
On require or permit IFRSs in parent company (unconsolidated) financial statements, iii.
permit companies whose only listed securities are debt securities, delay IFRS adoption until 2007, and iv. permit companies that are listed on exchanges outside of the EU and that currently prepare their primary financial statements using a non-EU GAAP (in most cases this would be US GAAP) to delay IFRS adoption until 2007.
The objective of this paper is to investigate the relationship between the EMU financial markets within the framework of the IAS adoption. Moreover, we examine the hypothesis that financial markets, through a common established accounting basis, do jointly contribute to their long run cointegrated structure with tighter relationships.
In addition, we examine the hypothesis that the IAS environment is more likely to allow for short run dynamics, the so-called spillover effects, between the EMU financial markets, since the IAS could possible contribute to the informational efficiency.
The rest of the paper is organized as follows. Section 2 includes the theoretical framework of our objective. Section 3 provides a brief discussion of the literature, while section 4 describes the data and the econometric methodology. Section 5 presents the empirical findings, while Section 6 concludes our analysis.
Financial Considerations (i. European Union, ii. IAS)

i. European Union
The current form of the EMU has its origin in the 1960's, where the European Economic Community (EEC) was part of the 'Bretton Woods system', an international monetary system with fixed and adjustable exchange rates. In 1969 the 'Barre Plan' which resulted in the publication of the 'Werner Report ' in 1970, proposed to establish an EMU in the next decade, which was not effected owing to the first oil crisis and the consequent instability of the financial markets. Later on, in
March 1979 the nine members of the EEC established the European Monetary System (EMS), an international monetary system which was based on a dynamic economic stabilization policy. In 1986, the adoption of the Single European Act, underlined the importance of the EMU. 1n 1988 the 'Delors Report' recommended that the EMU process should be achieved in three steps, which had taken place from 1 st July 1990 (step 1) to 1 st January 1999 (step 3).
The EMU and the common currency have contributed to the reduction of interest rates, the price transparency, the removal of transaction costs and the stability of exchange rates. Moreover, the most significant contribution of the EMU is the financial integration, which causes higher economic growth rates, enhances the effective transmission of monetary policy impulses and finally, assures a stable financial environment.
ii. IAS
The aim of the International Accounting Standards Board (IASB) and the Financial Accounting Standards Board (FASB) convergence efforts was to make US
Generally Accepted Accounting Principles (US GAAP) and International Financial
Reporting Standards (IFRS) very close together between the financial markets involved, as well as improving the overall performance of their application. The convergence activities of the IASB and the FASB depend on the worldwide economic conditions and the regulative activity of the international financial system authorities, the origins of which have been proposed many years ago by the International Accounting Standards Committee (IASC). The motivation for the establishment of the (IASC) was the introduction of a common international language of accounting to serve capital markets. A common set of accounting standards improves the comparability of listed companies across countries. The importance of the IAS is enhanced especially for those countries which lack an established set of national accounting standards. The IASC had not the power to enforce adoption of its standards, and hence, it had to rely on persuading individual companies or national regulators.
Literature Review
There are many researchers who have investigated the relationship between the EU capital and financial markets. More specifically, Haung, MacKinnon and (2000) , concluded that not all of the twelve countries could form a successful EMU over time without the adoption of significant adjustments, which are focused on the potential painful long run policy structural changes. Moreover, (2006) , concluded that there exist significant cointegration specifications between the EU financial markets which are Eurozone-specific phenomenon, independent of a possible simultaneous world-market integration.
Michelis
Hardouvelis, Malliaropoulos and Priestley
On the other hand there are many researchers who have investigated the importance and the role of the IAS adoption. Among them, Gray (1980) in an empirical study, investigated differences of international accounting practices and their possible impact on the financial environment in the Eurozone, with respect to the profits. The consequences is that accounting principles tend to be applied in practice is such a way that the disclosure of company performance is based in the direction of relative conservatism or optimism as user needs indicate and managerial interests dictate. Hopwood (1994) , investigated the IAS harmonization procedure with many implications on the understanding of supranational accounting policy-making and the significant role played by the audit industry and its agents. 
Data and Research Methodology
For the purposes of our analysis we drew data from the EU-12, as well as the UK and US financial markets. Although, the accounting regulation applies not only to full members of the European Union but also to members of the European Economic Areas, this paper focuses on the EU-12, in order to filter the analysis from spurious results, since the EMU impact is very likely to influence our empirical findings. The data correspond to weekly spot prices of the major financial indices of the countries under investigation, covering a period from 01/01/2000 to 14/08/2009, as shown in The econometric part of this paper consists of two parts; the investigation of the long term structure and the short term dynamics as well as the possible structural changes in the volatility dynamics between the EU-12 financial markets, as shown below:
Long Run Analysis
Unit Root / Stationarity Tests
Initially we examined the existence of a unit root & the stationarity of the time series using the DF (Dickey & Fuller (1979) ) and the KPSS (Kwiatkowski, Phillips, Schmidt & Shin (1992)) tests, respectively, using weekly frequency of the data.
t it
5 ADF test: 
Cointegration Analysis
The examination of the stationarity conditions, is followed by the investigation of the long run relationship under the Johansen's (1988, 1991) cointegration framework. The statistical notion of cointegration of a set of non-stationary time series is derived by a linear combination of the time series vectors which is stationary.
Thus, a set of cointegrated financial markets implies the existence of a common trend.
The existence of r cointegrating relations in a set of n variables means that there must also exist n-r common stochastic trends that are nonstationary and move the system in short run adjustments around their equilibrium state(s).
The cointegration mehtodology was extended by Johansen and Juselius (1990), Juselius (1992, 1994) and Gonzalo and Granger (1995) who considered the restrictions that should be imposed in the VAR cointegration analysis, as shown below:
where:
rank(r, m) = r < p
The Π, Γ matrices consist of the cointegration coefficients of the system. More precisely, the Π matrix is partitioned into the 'β' coefficients that represent the long run equilibrium state of the system and into the 'α' coefficients that represent the short run adjustmnents around the common trend(s). According to equations (1) 
ii.
define the pair of the tested hypothesis
iii. under the validity of the Η 0 the MLE estimators of the α, β coefficients are derived by the minimization of the following term (8) 
The Likelihood Ratio test Statistic of the H 0 is given by the following equation
Price Discovery
The cointegration analysis is fulfilled by the VECM model (Davidson, Hendry, Srba and Yeo (1978) ; Vector Error Correction Model) according to the equation (14):
According to the VECM model it is possible to decompose the contribution of a single financial market or a group of them in the formulation of the equilibrium state.
In order to account for the stochastic regimes in the adjustment around of the equilibrium state the MS-VECM model (Krozlig1996,1997) is applied, according to equation (15):
Short Run Analysis
In order to investigate the impact of the IAS adoption, on the volatility of the financial markets the SWARCH model of Hamilton & Susmel (1994) is applied.
According to the SWARCH model there exists a latent variable (S t ) which represent the states of the whole process: 
where P {p ij } is the transition matrix of the above states. 
(23)
where the f function demeans the data, the Σ denotes the unconditional covariance matrix, and the H (.) represents the conditional covariance matrix.
Empirical Results
In Figures 1 and 2 , are shown the levels and the returns of the major financial indices of the EU-12, the UK and the US. As is obvious, with an exception of the Table 4 , the time series in levels are not stationary, in contrast to their returns which do not have Unit Roots. In Table 5 
Conclusion
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